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This transmittal letter releases Volume IV Treasury Financial Manual (TFM). It issues
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Part 1—Chapter 2100
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FEDERAL TAX COLLECTIONS USING
THE FEDERAL TAX DEPOSIT SYSTEM

This chapter

provides

instructions and guidelines for

depositaries that process Federal tax collections using the
Federal Tax Deposit (FTD) System.

Section 2110—Applicability

Financial ingtitutions designated
as depositaries are bound by 1V TFM
and applicable Federal Reserve Bank
(FRB) operating circulars that supple-
ment regulations at Title 31 of the
Code of Federa Regulations, Part 203
(31 CFR Part 203). The Treasury Fi-
nancial Manual (TFM), and its
amendments, are available on the Fi-
nancial Management Service’'s
(FMS's) website: www.fms.treas.gov.

Section 2115—Authority

Title 31 CFR Part 203 governs
designation of Treasury Tax and
Loan (TT&L) depositariesthat main-
tain and administer TT&L accounts
and/or note balances.

Section 2120—Definitions

See IV TFM 1-2020 for
definitions.

Section 2125—Accepting,
Dating, Forwarding and
Adjustment Procedures
for FTDs

2125.10—General

Depositaries must pledge collat-
eral before crediting FTDs to the

TIL5

TT&L account for al FTDsover rec-
ognized insurance coverage. They
must transfer FTDs not secured by
collateral or recognized insurance
coveragetothe FRB before the end of
the day on which they received the
FTDs. The FRB providesinstructions
for same-day drawdowns.

On a business day, a depositary
having an established cutoff time, af-
ter which items or deposits received
are dated (for accounting purposes)
and considered part of the next busi-
ness day’s work, applies the follow-
ing procedures for accepting,
processing and forwarding FTDs:

» The FTD cutoff must coincide
with the depositary’s normal
business day cutoff, provided
the normal business day cutoff
is not earlier than 2 p.m. loca
time. For example, if a deposi-
tary’ s normal business day cut-
off is4 p.m. local time, it must
accept FTDs until 4 p.m. The
FTD coupons are dated with
the current business day’ s date
and reported under an Advice
of Credit (AOC) dated the
same business day. FTD cou-
pons accepted after the 4 p.m.
cutoff are considered part of
the next business day’s work,
dated with the next business
day’s date and included in the
next business day’'s AOC.
Therefore, the depositary does
not deduct these FTD coupons
from the customer’s account
nor credit them to the TT&L
account until the next day.

 If a depositary’s norma busi-
ness day cutoff isbefore 2 p.m.
local time, it must accept FTD
coupons until 2 p.m. FTD cou-
ponsaccepted beforethe2 p.m.
cutoff are dated with the cur-
rent day’ s date and included in
the current day’s AOC.

e The depositary must ensure
that the date placed on the
AOC and on each FTD coupon
supporting the AOC is the
same.

- If adepositary is open on Sat-
urday but uses the following
business day as an accounting
date, it may date the FTD cou-
pons with Saturday’s date if it
forwards the AOCs that day.
Otherwise, the depositary dates
the FTD coupons as of its next
businessday and includesthem
in that business day’s AOC.

2125.15—Forms of Payment

A depositary must accept tax pay-
ments in the form of cash, posta
money order drawn to the order of the
depositary, or a check or draft drawn
on and to the order of the depositary
with presentment of the FTD coupon.
It may accept other forms of payment
at its discretion, but it must absorb
any float involved. When accepting
FTD coupons, either over the counter
or throughthemail, adepositary must
date-stamp these payments on the
business date received. When re-
guested, adepositary must issue are-
ceipt to taxpayers making FTD
paymentsin cash.
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2125.20—Acceptance

A depositary that accepts FTD
coupons must accept FTD coupons
from all customers or taxpayers that
meet the standards set in Section
2125.

2125.25—Corrected, Blank or
Photocopied FTD Coupons

If a depositary accepts FTD cou-
pons, it must accept FTD coupons on
which the preprinted information has
been corrected by the taxpayer. Also,
it must accept substitute FTD cou-
pons, Form 8109-B. The depositary
must not accept photocopied FTD
coupons. It should instruct taxpayers
with photocopied FTD coupons, or
no coupons at al, to obtain Form
8109-B from the local IRS office.

2125.30—Magnetic Ink
Character Recognition (MICR)
Encoding FTD Coupons

MICR encoding the amount of
deposit on each FTD coupon is en-
couraged. In addition to its benefit to
internal processing, encoding re-
duces the volume of IRS requested
adjustments. The bottom right-hand
corner of the FTD coupon is the only
area on the coupon that should con-
tain encoded information.

Note: Do not use check
endorsers or similar devices on
FTD coupons.

2125.35—Completion and
Distribution of Treasury Form
2284: Advice of Credit

Each business day, the depositary
consolidates all the FTD coupons re-
ceived and dated that day. It calcu-
lates and places the sum of these
coupons on the AOC. Additionally,
the depositary includes a machine
listing of FTD amounts with the IRS
copy. Depositaries must maintain re-
cords to identify each FTD coupon
with the associated AOC.
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To accelerate the classification of
Federal tax deposits and reduce the
number of IRS requested adjustments
to depositaries accounts, a deposi-
tary should include no more than 100
FTD couponsin each AOC.

(1) Depositary Copy. A depositary
retains the depositary copy for its
records. It must not release any
taxpayer information, including
name, deposit amount or taxpayer
identification number, to anyone
other than the IRS or FRB if ap-
plicable. Disclosure of thisinfor-
mation is a violation of the
statutory provisionsof thetax dis-
closure laws.

(2) FRB Copy. The depositary sends
theorigina FRB copy of the com-
pleted AOC to the FRB by the
fastest delivery method available.
The FRB must receive it no later
than 2 p.m. Managing Reserve
Bank Head Office Local Zone
Time(MRB Head OfficeLZT) on
the following business day. In-
stead of sending the paper copy of
the AOC, a depositary may elect,
or be required by the FRB, to
transmit the AOC information
electronically, either by Fedline
or voice response. If the deposi-
tary transmits the AOC informa-
tion electronically, it does not
send the paper copy of the AOC
to the FRB.

(3) IRSCopy. Each businessday, the
depositary sends the IRS copy of
the AOC with the corresponding
FTD coupons to its IRS service
center immediately upon comple-
tion of the AOC. The IRS re-
quests that the depositary uses a
priority mail method so it can
classify customers tax deposits
promptly.

2125.40—O0Ordering
AOC Forms

When a depositary’s AOC form
supply reaches a 60-workday level, it
should order AOCsfromthe FTD co-
ordinator at thelocal IRS service cen-
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ter. Upon receipt, the depositary
should ensure that its name and
American Bankers Association
(ABA) number on the AOC are cor-
rect. It should report any discrepan-
cies to the FTD coordinator at the
local IRS service center.

Depositaries must use AOCs se-
quentially and must not submit pho-
tocopies of AOCs. The depositary
should contact the FRB for specia in-
structions if its supply is depleted, or
nearly depleted, and areorder has not
arrived.

2125.45—Record Keeping

A depositary must establish an
adequate record of all Federa tax de-
posits to identify them in the event
FTD couponsarelost in shipment. At
aminimum, the record should show:

e Employer identification num-
ber.

Amount of deposit.

 Date of deposit.

 Tax period ending date.
 Type of tax deposited.
« Employer name.

The depositary may use its AOC
copy for this purposeif the copy lists
each deposit separately, showing the
above information. Depositaries are
strongly encouraged to photocopy
FTD coupons for use in contesting
charges for stale and undated FTD
coupons.

Depositaries must retain records
of FTD coupons and associated
AOCs for 36 months from the busi-
ness day accepted and/or presented.

2125.50—Missing
FTD Coupons

A depositary may need to recon-
struct data on FTD coupons it has
mailed to the IRS service center when
the coupons cannot be located. For
this reason, a depositary must retain
the records shown in paragraph
2125.45 for the required 36 months.
In most instances the IRS, working
with the FRB, is the first to discover
missing FTD coupons and subse-
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quently notifies the depositary. If the
depositary isthefirst to discover that
the FTD coupons are missing, it must
reconstruct the lost shipment and
contact the FRB as soon as possible.

2125.55—Use of the
TT&L Account

A TT&L depositary credits FTD
coupons to its TT&L account on the
business date of receipt, providing
there is sufficient requisite insurance
and/or collateral. No other account-
ing method is acceptable. The funds
are transferred from the depositary’s
TT&L account to Treasury when the
FRB debits the depositary’s reserve
or clearing account, or the reserve ac-
count of an FRB correspondent mem-
ber bank.

2125.60—Adjustments

A depositary must reconcile the
total of taxpayer remittances and
amounts encoded on FTD couponsto
the amount on the supporting AOC. It
must ensure that the required docu-
ments are properly routed to the FRB
and IRS (see paragraph 2125.35). A
depositary also is responsible for
promptly reconciling statements.

If an AOC is overstated or under-
stated, the adjustment requires that
interest on the understated or over-
stated amount is paid to the deposi-
tary or Treasury, whichever was
denied the use of funds, except as
noted in paragraphs 2125.65 or
2125.70. If the adjustment processis
delayed, or adjustments are made in
error and must be reversed, interest
continues to accrue. The interest rate
applied isthe TT&L weekly interest
rate factor. These procedures main-
tain the “exchange of value” concept
on which the adjustment principles
are based. All FRBs apply these ad-
justment principles uniformly,
systemwide, to all depositaries ex-
cept when the concept is abused. For
charges against a depositary, FRBs
may not exercise discretion in waiv-
ing or reducing the resultant interest.
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For unintentional charges against
Treasury (inadvertently overstated
AQOC), the FRB pays interest on the
overstated amount. For charges
against Treasury that Treasury has
determined areintentional (intention-
aly overstated AOC), the FRB does
not pay interest on the overstated
amount.

2125.65—Payments
Made in Error

A depositary may receive a re-
guest from acustomer or its agent for
apartia or total FTD refund because
of an overpayment or a payment
made in error. The depositary should
advise the customer to contact the
IRS.

2125.70—Uncollectible Checks
and Requests for Refunds

Each depositary is expected to
contact the taxpayer to obtain restitu-
tion for an uncollectible check,
whether the check was drawn on that
depositary or afinancial institution. If
the depositary is unsuccessful, it sub-
mits a request for a reversal to the
FRB. The depositary clearly must
support the request for a reversal by
documentation. The FRB requiresthe
following information to process the
adjustment:

A copy of the check, front and
back, with the reason it failed
to clear.

« A statement of collection ef-
forts made.

e The taxpayer’'s identification
number.

« The AOC identification num-
ber.

Section 2130—Compensation
for Services

Currently, Treasury compensates
Remittance Option Class 2
depositaries, Note Option Class A
depositaries and all depositaries par-
ticipating in the Minority Bank De-
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posit Program for processing FTD
coupons.

2130.10—Computation
of Compensation

By the 10th business day of each
month, the FRB computes the
amount of compensation due
depositaries. It computes the com-
pensation due by multiplying 50
cents by the number of FTD coupons
processed by the depositary. The IRS
service center reports the number of
coupons that a depositary processes
to the FRB.

2130.20—Payment
of Compensation

On the 13th business day of each
month, the FRB creditsthe reserve or
clearing account of the depositary, or
the reserve account of the deposi-
tary’ s correspondent member bank.

2130.30—Reclamation
Debt Offset

Treasury may instruct an FRB to
withhold payment of FTD feesto a
depositary with outstanding reclama-
tion debt. A financia institution in-
curs reclamation debt when it cashes
U.S. Government checks bearing
forged or unauthorized endorse-
ments. The FRB transfers withheld
fees to FMS for offset against the
TT&L depositary’s unpaid reclama
tion debt. The offset process contin-
ues until the reclamation debt, plus
accrued interest, is paid in full.

Section 2135—Charges
for the Improper Processing
of Federal Tax Deposits

2135.10—General

A depositary must:

« Stamp the date it received the
tax deposit and itsname and | o-
cation in the space provided on
the face of the FTD coupon.
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 Credit all Federal tax deposits
to the TT&L account on the
date of receipt, providing reg-
uisite insurance and/or collat-
eral exist.

 Ensure delivery of the AOC to
the FRB by 2 p.m. MRB Head
OfficeLZT onthebusinessday
after the day the depositary re-
ceived the deposits supporting
the AOC.

2135.20—Description
and Effect of Delayed
Processing

Treasury charges a depositary for
the value of funds delayed and im-
poses a 2-percent (per annum interest
rate) penaty. It computes the charge
from the date that the FRB should
have received the AOC supporting
the FTD coupon(s) until the date the
FRB receives the deposit.

Under the Treasury Tax and Loan
Investment Program (TT&L 1P), the
FRB computes interest from the first
business day after presentment of the
FTD coupon. If adepositary receives
an FTD coupon but the FRB does not
receive the AOC supporting that de-
posit in atimely manner, the Govern-
ment loses the earnings value of that
deposit for the number of calendar
daysit does not have use of thefunds.
The FRB imposesthefollowing three
charges to ensure proper processing
of FTDs:

» Stale-dated FTD coupon charge.

» Undated FTD coupon charge.

» Selective charges.

2135.30—Computation of and
Basis for Stale-Dated FTD
Coupon Charges

The FRB assesses a stale-dated
coupon charge to a depositary that
forwardsto the IRS coupon(s) having
a date stamp earlier than the date on
the supporting AOC. It determines
the charges by multiplying the total
delay in 1-day funds for the cycle(s),
times the daily interest rate factor for
stale-dated FTD coupons for the cor-
responding TT&L reporting cycle(s).
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The FRB issues a monthly state-
ment on or about the 10th business
day of each month (see IV TFM
1-2040) detailing the charges to be
processed and the basis for the com-
putation. On the 13th business day of
each month, the FRB debits the de-
positary’s, or designated correspon-
dent’s, reserveor clearing account for
stale-dated FTD coupons.

2135.40—Appeal Process
for Stale-Dated FTD Coupon
Charges

A depositary may appeal a
stale-dated charge by submitting a
written request for an adjustment of
the charge to the FRB’s Fiscal Ser-
vices Department. The FRB must re-
ceive the request no later than 90
calendar days following the date of
the charge. The depositary must in-
clude copies of the FTD couponsand
AOC and must adequately describe
the circumstances that warrant a re-
versal of acharge. It should not con-
tact the IRS service center for copies
of stale-dated FTD coupons. The IRS
service center refers al inquiries to
the FRB.

2135.50—Computation of and
Basis for Undated FTD
Coupon Charges

The FRB levies a charge against
any depositary that fails to
date-stamp an FTD coupon. It deter-
mines the monthly charges by multi-
plying the dollar amount of the
undated FTD coupons for the cy-
cle(s), times the interest rate factor
for undated FTD couponsfor the cor-
responding TT&L reporting cycle(s).
The FRB assesses the charge for 2
calendar days.

The FRB issues a monthly state-
ment on or about the 10th business
day of each month (see IV TFM
1-2040) detailing the charges to be
processed and the basis for the com-
putation. On the 13th business day of
each month, the FRB debits the de-
positary’s, or designated correspon-
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dent’s, reserve or clearing account for
undated FTD coupons.

Treasury does not compensate
depositaries that receive per-item
FTD processing fees for FTD cou-
pons submitted without the required
date stamp.

2135.60—Appeal Process for
Undated FTD Coupon Charges

A depositary may appeal an un-
dated charge by submitting a written
request for acharge adjustment to the
FRB’s Fiscal Services Department.
The FRB assesses a $25 administra-
tive chargefor each coupon appeal ed.

The FRB must receive the request
no later than 90 calendar days after
the date of the charge. A depositary
should not contact the IRS service
center for copies of undated FTD
coupons. The IRS service center re-
fers al inquiries to the FRB. The
FRB determines if the undated FTD
coupons were processed in a timely
manner with no delay of funds to
Treasury.

If a depositary appeals the un-
dated charges, and the FRB deter-
mines that there was no delay in
funds to Treasury, the FRB reverses
the undated charge. However, it as-
sessesa$25 administrative chargefor
each undated FTD coupon appealed,
evenif therewasno delay in fundsto
Treasury.

If the FRB finds that the FTD
coupon requested from the IRS ser-
vice center was dated properly, it re-
versesthe undated coupon chargeand
does not assess the $25 administra
tive charge.

If a depositary failed to date a
large number of coupons, it should
consider appealing only those indi-
vidual coupons having a computed
charge greater than the $25 adminis-
trative charge. Contact the FRB’ sFis-
cal Services Department to discuss
this procedure.
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2135.70—Computation of and
Basis for Selective Charges

A taxpayer penalized by the IRS
for late payment of taxesmay provide
proof to the IRS that the payment was
deposited in a timely manner at the
depositary. In these cases, the IRS
abates the taxpayer’ s penalty and the
FMS charges the depositary for de-
layed processing. FMS advises the
depositary of the charge no later than
1 business day before the charge is
debited. It instructs the FRB to debit
the depositary’s, or designated corre-
spondent’s, reserve or clearing ac-
count for the selective charge.

FMS calculates the charge by
multiplying thetotal dollar amount of
thetaxpayer’ sFTD coupon, timesthe
number of calendar days delayed,
timestheinterest rate factor for selec-
tive charges for the corresponding
TT&L reporting cycle(s).

2135.80—Appeal Process
for Selective Charges

A depositary may appea any se-
lective charge by submitting awritten
request for a charge adjustment to
FMS. FMS must receive the request
no later than 90 calendar days after
the date of the charge. Send the ap-
peal to the address listed in the con-
tacts page.

The Director reviews the appea
within 45 calendar days of receipt
and may unilaterally extend the dead-
line for issuing a decision. The FMS
advises the depositary, in writing, of
the Director’s decision to uphold the
charge, reversethe charge or mandate
another action. The Director’s deci-
sionisfinal.

Intheevent of an over recovery or
under recovery of the charge, Trea
sury reimburses, or instructs the FRB
to credit or debit the reserve or clear-
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ing account of the depositary or its
designated correspondent’s account,
as appropriate.

Section 2140—Computation
and Collection of FTD
Late Fees

A depositary must ensure the
FRB receives the AOC by 2 p.m.
MRB Head Office LZT on the busi-
ness day after the day it received the
deposits supporting the AOC. If the
FRB does not receive the AOC by
that time, it charges the depositary a
late fee.

2140.10—Remittance Option
Depositaries

The FRB determines the amount
of thelate fee by multiplying thetotal
dollar amount of the late AOCs, by
the daily interest rate factor for late
AQCs for the period that the AOCs
werelate. On the second business day
after the close of a TT&L reporting
cycle, the FRB collects late fees due
Treasury through the depositary’s, or
designated correspondent’s, reserve
or clearing account. The FRB in-
cludes this information in the
monthly statement (see IV TFM
1-2040).

2140.20—Note Option
Depositaries

Operationally, the FRB does not
assess Note Option depositaries an
explicit late fee asit does Remittance
Option depositaries. Rather, the FRB
credits Note Option depositaries’
note balances on the business day af-
ter the date on the AOC, regardless of
when it received the AOC. The inter-
est rate is the interest rate factor for
theTT&L IP. The FRB doesnot item-
ize aseparate FTD late fee on aNote
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Option depositary’s monthly
Statement.

Section 2145—Temporary
Secondary TT&L Accounts
Due to a Merger

Ordinarily, the FRB in the district
where the depositary’s master ac-
count islocated maintainsthe deposi-
tary’s primary TT&L account. A
TT&L depositary that has merged
with afinancial institution having op-
erating branches located in a Federa
Reserve district different from the
head office may elect to establish sec-
ondary TT&L account(s). For up to
12 months after the effective date of
the merger, these secondary accounts
may operate as TT&L depositaries
under an option and class different
from that of the primary account (see
IV TFM 1-2330). Contact the FRB
for more details regarding the main-
tenance of TT&L accounts.

The FRB maintains secondary
TT&L accounts according to instruc-
tions and guidelines for TT&L
depositaries as set forth in this vol-
ume. However, authorized insurance
coverage does not apply to the sec-
ondary TT&L account. The deposi-
tary must collateralize 100 percent of
the secondary TT&L account and
note balances with acceptable collat-
era (seelV TFM 1-2350).

Unless specifically requested oth-
erwise by the FRB, the surviving
TT&L depositary may maintain the
nonsurvivor's TT&L account for up
to 12 months after the effective date
of the merger. The surviving TT&L
depositary may do this without its
parent, or head office, completing the
necessary forms for the nonsurvivor,
if the parent institution hascompleted
the necessary forms on its own
behalf.
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Contacts

Direct inquiries concerning this chapter and appeals for selective
charges to:

Director

Financial Services Division
Financial Management Service
Department of the Treasury
401 14" St., SW., Room 313
Washington, DC 20227
Telephone: 202-874-6580
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